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SUMMARY

Fighting malnutrition in all its forms is one of the major challenges of the 215t century.
Addressing it will require an agricultural transformation. Within Africa, this must include a focus
on small and medium-size farms, which provide about 80% of total calories in sub-Saharan
Africa, as well as other small actors along the value chain.

This paper aims to inform this transformation by helping to illuminate the role and dynamics
of SMEs along African food value chains, including production, processing, and retailing.
Differentiating between fruits and vegetables (FV), animal-source foods (ASF), and cereals and
legumes, this paper finds that SMEs are important at each stage of the food value chain and
for each commodity type. SMEs are responsible for over half of the production of FV, ASF, and
cereals and legumes. For processing of these food groups, the picture is more ambiguous and
highly dependent on the commodity and type of processing. At the retail stage, however, 70%
to 100% of foods are sold through SME channels.

Overall, the data on SMEs in Africa is scarce. However, it is clear that although the shares of
ASF and cereals being processed and marketed by large enterprises and modern retailers are
increasing, SMEs still play an important role throughout the African food value chain, including
production, processing, and retail and particularly for low-income consumers. Therefore,

SMEs should be included in any public- or private-sector efforts to increase the availability,
accessibility, and affordability of nutritious foods.

KEY MESSAGES

* SMEs are highly involved in the production, processing, and retailing of fruits and
vegetables, animal-source foods, and cereals and legumes in Africa.

* The retail sector is dominated by SMEs, which play an important role in ensuring the
availability and affordability of foods, particularly for low-income populations.

® SMEs should be a focus of any public- or private-sector efforts to increase the
availability, accessibility, and affordability of nutritious foods.

* Infrastructure development and urban planning provide opportunities to ensure
consumers have access to affordable nutritious foods, support informal food vendors’
livelihoods, and reduce food loss.

e Policy and regulatory frameworks will be needed to ensure the availability of raw
commodities while allowing the SME food processing sector to grow and add value to
markets and economies.

* More differentiated data on SMEs’ involvement in each value chain stage are needed
to draw a clear, representative picture of SMEs in Africa.
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BACKGROUND AND OBJECTIVE

Fighting malnutrition in all its forms is one of the major challenges of the 215t century.

While more than 820 million people suffer from undernutrition and hunger, with 150 million
children under age 5 being stunted, another 2 billion people are overweight or obese (1).
Some achievements have been made, especially in addressing childhood malnutrition—the
prevalence of stunting in children under 5 has been reduced by about 32% in the last 20 years;
however, progress in fighting malnutrition in all its forms is happening too slowly to achieve the
Sustainable Development Goals (SDGs) by 2030 (2).

A growing world population, rapid urbanisation, income growth, and changing diets are
putting food systems’ under heavy pressure as they struggle to provide affordable, available,
nutritious, safe, and sustainable foods for all. While there has been significant progress in
increasing world food production, the Food and Agriculture Organization of the United Nations
(FAQO) estimates that a further 50% increase in food production by 2050 will be needed to feed
a growing world population a nutritious, safe, and sustainable diet (4). There is an increasing
need for food production and processing in order to increase food safety and reduce food
losses. Retail is also important in affecting people’s nutrition: informal food markets remain
relevant, particularly for low-income households, but the rapid spread of supermarkets poses
new challenges and opportunities for the food system, food producers, processors, and
consumers (5).

While it is often assumed that global food production mainly relies on large-scale farms

and industries, in many contexts reality shows a different picture. Out of the 570 million

farms worldwide, 84% are smallholder or micro farmers, with land sizes less than or equal

to 2 hectares (6). These farms operate about 12% of agricultural land (6), and, together with
medium-sized farms (2-20 ha), they provide almost half of total calories worldwide (7). Besides
producing foods, small- and medium-sized enterprises (SMEs) play an important role in food
processing and retail—and thus in the overall food value chain.

While some evidence exists of the importance of SMEs in Africa (8-11), the role and dynamics
of small- and medium-sized farms and enterprises along the food value chain are little
understood. This paper aims to provide an understanding of SMEs’ involvement in the food
supply chain, with a focus on certain highly nutritious foods. First, it examines the role of
SMEs in the production, processing, and retailing of different food groups in Africa.? Next,
the dynamics between the different stages of the food supply chain and the flow of foods
produced by SMEs and others along these stages are discussed, highlighting the relevance
of SMEs for the end consumer. The paper concludes by offering recommendations of how to
better support SMEs across the value chain.

1 "Afood system gathers all the elements (environment, people, inputs, processes, infrastructures, institutions, etc.) and activities
that relate to the production, processing, distribution, preparation and consumption of food, and the outputs of these activities,
including socio-economic and environmental outcomes.” (3)

2 This working paper focusses on Africa and tries to display results for the whole continent. However, due to limited data
availability, some results only relate to Sub-Saharan Africa.
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METHODOLOGY

This article summarises available literature on small- and medium-size enterprises and
producers and their involvement along the food value chain, with a focus on the African
continent and African countries.? Literature was searched between September 2019 and
February 2020 using PubMed and Google Scholar and complemented with key reports and
publications of international organisations.* Terms used for the literature search included “small
medium enterprise”; “small medium producer”; “SME"; “ SMEs"; “business” and/or “food
value chain”; “value chain” and “Africa”; “Sub-Saharan Africa.” There was no publication

date restriction, and the search was limited to English-language results. While there are some
analyses of the production of small- and medium-size farms at the continental level that could
be used (see 7), this paper mainly relies on data from single studies and countries.

DEFINING SMES ALONG THE FOOD SUPPLY CHAIN

Food supply chains include all actors and activities that are needed to provide and move

food from producers to consumers (12)including agricultural production, processing, storage,
marketing, distribution, and consumption. FVCs are changing rapidly in developing countries
(DCs. This includes preparatory steps, like the supply of inputs and other farm-preparation
activities, as well as food production, harvesting, storage, transport, processing, packaging,
marketing, and retail. Due to limited data availability for certain aspects of the food value chain,
this article focuses on the production, processing, and retail stages, as illustrated in Figure 1.

At each stage of the supply chain analysed here, micro-, small-, medium-, and large-scale
actors are involved. All activities along the food supply chain influence the four dimensions of
food security and nutrition—availability, accessibility, utilisation, and stability—and also affect
the nutritional value of food (3).

Food supply chains

Farmer, agribusiness,
Production land and .planFatlon
owners, fisheries,
financial entities

Input
supplier =

Transporter, agribusi-

Processing ness, distributor, packing
plants, food and

beverage industry

Retailers, vendors,
food outlet owners,
traders, restaurant
owners, wholesalers

3 Although the term ‘SME' is often used, there is no standard international definition of an SME, since classifications strongly
depend on the local (economic) environment. While some of definitions are based on size, capital assets, skill of workers, and
turnover level, others use legal status and method of production. Most commonly the size of businesses in terms of amount of
labour is used. For the production stage, plot sizes are also used. The definition of a food value chain SME used here includes any
business that produces, stores, distributes, processes, packages, or retails food, whether in a rural or urban context. This includes
small- and medium-sized producers (i.e. farmers).

4 Including the Food and Agriculture Organization of the United Nations (FAO), International Food Policy Research Institute
(IFPRI), Global Alliance for Improved Nutrition (GAIN), Scaling Up Nutrition Movement (SUN), and World Bank.
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TYPES AND AMOUNTS OF FOOD PRODUCED BY SMES

SMES AT THE PRODUCTION STAGE

The production stage shapes food availability and affordability, as well as food quality and
diversity in a given food system. Actors at the production stage include farmers (who run

and own their businesses) but also agribusinesses, which consist of an owner and various
employees engaged in production. Micro farms® are normally defined as having less than 2 ha
of land, with the definition sometimes extending to those with up to 5 ha; depending on the
context, small and medium-sized farms are defined as those with landholdings of 2-100 ha,
5-100 ha, or as <50 ha (7,14). For this paper, micro farms are defined as having under 2 ha of
land, and small and medium-sized farms as having 2-20 ha land, as African farms tend to be
smaller than those in Europe, North and South America, and Oceania (15,16). Every producer
with a farm size over 20 ha is considered a large producer. Examples of small and medium-
sized African farms are shown in Figure 2.

Depending on the type of food considered, small and medium-sized farms <20 ha produce
between 30% and 65% (by volume) of global food for human consumption. While oil and sugar
crops are mainly produced by larger farms (>50 ha), cereals, fruits, legumes, roots, tubers,

and vegetables are mostly produced by small and medium-sized farms (< 20 ha) (7). For sub-
Saharan Africa (SSA), the shares of major food crops produced by small and medium-sized
farms is even larger: on average, about 75%-90% of all commodities in SSA are produced by
farms <20 ha (7).

Figure 2. Left side: Small plot size farmer, Burkina Faso © CIFOR; Right side: Medium plot size
farmer, Nigeria © World Bank

5 Smallholder farmers are also considered to be in the micro farms category.
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FRUITS AND VEGETABLES

Fruits and vegetables (FV) are an essential part of healthy diets, due to their high micronutrient
and dietary fibre content (17). Diets low in FV increase the risk of several major diseases and
are one of the top five dietary risk factors worldwide (18). According to the reference diet
suggested by Willett et al. (19), considering both health and environmental aspects, about
500 g of FV should be consumed by each adult every day. Aside from the Middle East and
North Africa, no region currently meets this recommendation (19).

In SSA, over 85% of FV (by volume) are produced by micro and small and medium-sized

farms (<20 ha), with small farms (<2 ha) producing just over 30% and farms between 2-20 ha
producing over 50% (7) (Figure 3). The shares produced by larger-sized farms (>20 ha) and very
large farms (up to 200 ha) are much smaller, each being below 10%. The dominance of micro
and small/medium farms is in contrast to regions like Australia and New Zealand and North
and South America, where the majority of FV (75-90%) is produced by farms over 50 ha (7).

60
50
40
30
20

10

Share (%) of total volume produced

<2 ha 2-20 ha 20-50 ha 50-200 ha >200 ha

Figure 3. Share of fruit and vegetable production by different sized farms in SSA.
Figure shows combined shares for both fruits and vegetables.® Source: Own illustration
based on graphs in Herrero et al. (7).

ANIMAL-SOURCE FOODS’

While global consumption of red meat is high—about 2.5 times that recommended by the EAT
Lancet reference diet based on consideration of health and environmental effects—average
meat consumption in SSA just barely meets the commission’s modest recommendations (19).
Moreover, over 60% of African countries have lower average meat supply than the African
average, and about one fifth do not even meet half of the African average supply amount.?
While highly processed red meat consumption has been associated with increased risk of death

6 Fruits and vegetables include apple, banana, date, grapefruit, grape, orange, pineapple, plantain, onion, tomato, and not
further specified citrus, fruit, and vegetables (7).

7 While fish are an important source of many nutrients, due to limited data availability, this chapter focuses only on meats, dairy,
and eggs and does not include fish.

8 Shares are based on data by FAOSTAT (20), Food Balance Sheets, food supply (g/pp/d) of total meats, 2017. Countries having
a meat supply of less than 50% of the average African supply include Ethiopia, Nigeria, Gambia, Sierra Leone, Rwanda, Tanzania,
Mozambique, and Uganda.
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and certain noncommunicable diseases (21), minimally processed meat and other animal-
source foods (ASF—such as eggs, dairy, and fish) can also be a key component of nutritious
diets. In particular, young children often cannot obtain adequate nutrients from plant-based
foods alone, making ASF crucial for child growth and cognitive development (22,23).? While
the nutrition and health value of ASF varies by type of food, due to data limitations, all land-
based ASF (meat, eggs, and dairy) are jointly examined here.

In Africa, most livestock are kept in extensive systems by pastoralists and smallholders using
traditional management practices and pursuing subsistence rather than market objectives.
Most livestock owners in Africa reside in arid and semi-arid areas and have only small numbers
of animals (24,25). Only 5-20% of livestock production in Africa is for commercial purposes;™
the rest is mainly produced for subsistence rather than market objectives (25). While the African
milk market is dominated by Eastern and Northern African countries, the meat and egg market,
including beef, pork, and poultry, is dominated by the Southern and Western regions (26).
Across the continent, about 80% of ASF, including milk and eggs, is produced by micro and
small and medium- sized farmers <20 ha (7) (Figure 4). About 15% of meat and ASF in Africa is
produced by larger farms (20-200 ha) (7), partly driven by large dairy farms in South Africa (27).

60

Share (%) of total volume produced

<2 ha 2-20 ha 20-50 ha 50-200 ha >200 ha

Figure 4. Share of meat and ASF production by different farm sizes in SSA."
f@ Source: Own illustration based on visual results by Herrero et al. (7).

9 Based on the advantages of certain types of ASF (especially eggs, dairy, and fish) and the disadvantages of highly processed
meats, any discussion on the role of ASF in promoting health and nutrition needs to be somewhat nuanced.

10 Commercial purposes here imply taking active measures to achieve higher yields per animal, e.g. through appropriate inputs (25).
11 Meat and animal source products include bovine meat and milk, sheep and goat meat, sheep and goat milk, pork, eggs, and
poultry meat (7).

6
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CEREALS AND LEGUMES

While some traditional cereals (e.g. pearl millet, finger millet, and teff) are still grown, maize, rice,
sorghum, and wheat now dominate cereal production in Africa (28). Overall, maize is the most
demanded and produced staple at the continental level, accounting for 45% of total major crop
production by volume in 2017 (28)."? African legumes include cowpeas, pigeon peas, chickpeas,
mung beans, dolichos, lentils, vetches, Bambara beans, broad beans, groundnuts, and soybeans.
In 2018, about 40% of the legumes production in Africa’ was comprised of vetches (different
types of legumes), broad beans, and chickpeas (28). Cereal and legume production in Africa
mainly rely on micro and small and medium-sized farms (<20 ha), which provide over 85% of
total cereal and legumes production (Figure 5). For cereals, many African countries also rely on
imports: over 18% of maize and almost 60% of wheat supplies were imported in 2013 (29).

Looking across all food groups presented here, the involvement and importance of small and
medium-sized producers is very clear. While micro farmers (<2 ha) produce about one third of
the total production of these food groups, the majority (about 55%) is produced by small and
medium-sized producers. For some food groups, including dairy and meat, large producers (>20-
200 ha) are also important, providing about 20% of total livestock production of the continent (7).

Share (%) of total volume produced

<2 ha 2-20 ha 20-50 ha 50-200 ha >200 ha

Figure 5. Share of cereal and legumes production by different farm sizes in sub-
Saharan Africa. Figure shows combined shares for the cereals and legumes groups.™
Source: Own illustration based on graph in Herrero et al. (7).

12 Major crops considered here include maize, millet, rice (paddy), sorghum, and wheat, with a total production amount of 188
million tonnes in 2017 (28).

13 This estimate does not include groundnuts and soybeans as per FAOSTAT's definition of legumes.

14 Cereals include barley, maize, millet, oats, rice, rye, sorghum, wheat, and cereals (not further specified). Legumes include bean,
pea, and other non-specified types of legumes (7)

7
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TYPES AND AMOUNTS OF FOOD
PROCESSED BY SMES

SMES AT THE PROCESSING STAGE

For firms, as opposed to farms, size is
typically defined based on number of
employees or sales revenue. For LMICs,
the United Nations Industrial Development
Organization (UNIDO) defines micro-sized
firms as employing fewer than 5 workers,
small firms as those with 5-19 employees,
and medium-sized firms as those with
20-99 employees (10). Since most African
countries are LMICs'®, where possible this
paper will use this definition for SMEs at
the processing and retail stage.

The processing stage is very relevant for
food quality and safety since appropriate
storage and transportation (e.g. cold
chains) help avoid food contamination and
lessen post-harvest nutrient loss in fresh
products. In SSA, food loss and waste due
to poor harvesting practices, post-harvest
losses, and inadequate packaging and
processing account for about one third of
all food produced (31). Furthermore, food processing (e.g. through milling, cooking, freezing,
fermentation, or fortification) can increase shelf-life, food palatability and convenience, and
nutrient content (32,33)' Actors at the processing stage include food processors, which can be
businesses of any size ranging from subsistence microprocessors to small/medium and large
businesses (Figure 6). Food industries do not include subsistence microprocessors, but rather
labour- and capital-intensive, often highly mechanised industrial processes that can include
collectives of different businesses (36). Overall, this midstream segment constitutes about 40% of
total value in the agri-food value chain in Africa (9).

Agri-food processing in Africa has experienced great expansion in recent years. Factors
enabling change include agricultural intensification, commercialisation, and diversification
beyond basic grains. Also, liberalisation and privatisation of the so-called midstream value
chain segments has led to massive investments by SMEs and large enterprises in supply chains.
Overall, it is estimated that 80-90% of agri-food processing is in a “transitional” stage," with
many SMEs engaged in wholesale, logistics, and processing (9).

15 As of 2019, the World Bank defines countries with per capita Gross National Income below USD 1,025 and USD 3,995 as low-
and lower-middle-income countries, respectively. Based on the World Bank List of Economies (30), of 48 African countries, 85.4%
fall in the low- or lower-middle-income group.

16 Of note, high levels of processing may also increase the levels of sodium, saturated fats, and sugar in food products and
decrease the amount of fibre and key nutrients (34,35).

17 The transitional stage is characterised by the expansion of value chains stretching into rural areas to supply cities during rapid
urbanisation (9).

8
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In high-income countries, 98% of all agricultural production is industrially processed. In

LMICs this share is much smaller, accounting for only 30% of production and 40-60% of

all manufacturing value generated in the agro-processing industry (37). However, African
SMEs in the wholesale, logistics, and processing stages of the food value chain have grown
rapidly and will continue to play a key role in African food systems over the next 10-20 years
(9). While it is estimated that SMEs comprise about 80% of the total number of enterprises
involved in the midstream food value chain in SSA (9), the actual level of involvement of SMEs
in the midstream of the food value chain is largely a black box and highly dependent on the
commodity, type of processing, and local conditions and regulations.

This section has jointly considered first-stage processing (cleaning, grading, dehusking, and
milling) and second-stage processing (cooking, freezing, fermentation, oil hydrogenation,
fortification (see Box 1 for details), and other advanced modifications to raw products), making
the range of activities and commodities considered very broad. To draw a clearer picture of
the involvement of SMEs in processing, the following sub-sections will focus on examples of
specific processing activities and commodities.

BOX 1: FORTIFICATION

One type of processing is food fortification, the practice of adding one or more nutrients
to a food. It is seen as one of the most efficient ways to improved nutrient intake at a
population level (38). Most food fortification is done by large firms. This is partly because
numerous quality and practical issues are involved with fortifying food at the small and
medium-scale level. Moreover, politics and laws often impede the participation of SMEs
in fortification. In some instances, penalties for non-adherence to national mandatory
fortification standards discourage the involvement of small and medium-size processors.
To mitigate this, some national fortification laws exclude small and medium-sized
processors. In Uganda, for example, only firms processing over 20 metric tons per day of
maize or over 10 metric tons per day of oil are considered under the fortification law (39).
In Tanzania, for all food vehicles (except salt) micro and small-scale enterprises are exempt
from the fortification legislation, although the legislation does not define micro or small-
scale enterprises further (40).

Furthermore, the involvement of SMEs in fortification in Africa varies highly by food
vehicle. While the fortification of maize flour involves thousands of small-scale millers, salt
fortification can be fully centralised '@ (e.g. Nigeria), almost fully centralised (e.g. Kenya),
or done by a combination of SMEs and large businesses (e.g. Mozambique, Ethiopia,
and Tanzania). Similar variation in the involvement of SMEs and large enterprises is seen
for wheat flour and oil fortification. While wheat flour fortification is generally highly
centralised, there are exceptions; in Ethiopia, for example, there are over 300 mostly
small-scale wheat mills (41).

18 Centralised fortification is characterised by a structure involving only a few, large-scale processors.
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FRUITS, VEGETABLES, CEREALS, AND LEGUMES

Most FV in Africa are marketed in unprocessed forms or consumed by the producing
households. For example, data from the Zambezi valley and South Africa show that 80-94% of
indigenous fruits are home-processed into beer, jam, and juice for direct consumption (42). In
the rare cases where FV are processed, large-scale firms play an important role. In Kenya, for
example, less than 7% of FV (2005 estimate) are processed by national food companies, with
the main products being canned tomatoes, processed tomato and chilli sauces, or tomato
paste. While small and medium-scale processing happens for similar products, the volume is
estimated to be small and data is scarce (43).

While processing of FV is rare and mainly depends on home processing, cereals and legumes
are processed at higher levels. For example about 60-70% of beans and cowpeas at a
continental level are consumed by the producing households, but levels are slightly lower

in Ghana and Nigeria, where 32% and 56%, respectively, of cowpeas are consumed by the
producing households (44). Data from Kenya, Ghana, and Nigeria show that between 50-
80% of groundnuts and soybeans are processed and marketed in the form of dried and

or manufactured grains. Presumably this processing is done at home or through SMEs, as
examples from Kenya depict that processing of groundnuts happens mainly through informal
household enterprises (e.g. into peanut butter). However small amounts of cowpeas are also
processed, branded, packed in private retailer labels, and sold through supermarkets (44).

Other examples clearly show the involvement of SMEs. In Tanzania, for example, maize flour
production mainly relies on SMEs, which mill 95% of the total maize flour in the country (45).
However, depending on the country and product, large-scale businesses can also have large
shares in the processing of cereals and legumes; examples include oilseed processing and
grain milling in Zimbabwe (9), but specific data are missing.

ANIMAL-SOURCE FOODS

In most African countries, industrial and semi-industrial meat processing is very limited. In
Ethiopia, for example, there is only one large public slaughterhouse, which slaughters about
1,200 cattle, 1,500 sheep, and goats each day. In addition, there are several smaller private
slaughterhouses, which combined slaughter a similar number of cattle. Taking all these (semi-)
industrial meat processors together, their share in meat processing is likely below 5% (46)."
This suggests a large role for home/microprocessors and SMEs (e.g. local butchers and
abattoirs).

Considering dairy products, milk in Africa is predominantly consumed fresh with limited
processing into other products like cheese, butter, or yoghurt. Overall, about 10% of milk is
processed into fresh milk products, 15% is processed into cheese, yogurt, butter, and similar,
and about 60-70% is consumed unprocessed or home processed at farm level or traded in
unprocessed form through informal markets (47,48).

19 Estimated based on the fact that these processors jointly slaughter about 600,000 cattle annually, which is only 1% of the total
stock of 55 million head of cattle in Ethiopia (46).

10
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In many African countries, the processing of higher-value dairy, including butter, milk powder,
and cream, is done by large enterprises. In Uganda, for example, the share of milk that is

sold unprocessed or consumed directly at farm level is about 60%, while the rest is processed
into higher-value products. Most of this processing (?5% of all processed milk) is facilitated

by nine large companies, which have an average processing capacity of 288,500 L/day. SMEs
have much smaller capacities, an average of 545 L/day for small firms and 3,580 L/day for
medium-sized firms, and account for less than 5% of the market share in Zambia’s high-value
dairy processing sector (49). In Ethiopia, dairy processing is mainly facilitated through informal
markets, which account for 35% of the yoghurt, 55% of the milk, 75% of the cheese, and 85%
of the butter processing. Formal SMEs contribute slightly smaller shares to the processing of
drinking milk (26%), cheese (18%), yoghurt (15%), and butter (12%). Large enterprises have a
comparably large share in the processing of yoghurt (50%) but a smaller share of drinking milk
(19%) and particularly cheese (7%) and butter (3%) (Figure 7) (50).

Overall, it can be assumed that most of the milk in Africa is either not processed or processed

at home. However, for higher-value dairy products, including yoghurt and cheese, SMEs and

large enterprises are both relevant actors, with their shares highly dependent on the product and
location. Given the lack of data at the continental level, particularly for meat and livestock, the
discussion here of detailed data on ASF focuses on the milk and dairy sector in selected countries.

Home/micro

15% SME
- Large

Share (%) of total volumes produced

Drinking milk Yoghurt Cheese Butter

11
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Besides these local enterprises, multinational companies (e.g. Nestlé (CH), Lactalis (F), Danone
(F), Friesland Campina (NL), Arla Foods (S), and Sodiaal (F)) are increasingly shaping the
African dairy market. Danone, for example, partnered with the Abraaj Group (Dubai) in 2013
to acquire 49% of Fan Milk International, a company active in West Africa for decades; in so
doing, they gained access to a network of 30,000 milk suppliers using bicycles and carts across
six countries (Benin, Burkina Faso, Ivory Coast, Ghana, Nigeria, and Togo, with an estimated
reach of 250 million people) to deliver ice cream products made from imported milk powder. In
Senegal, milk powder has long represented much of milk consumption. Major dairy companies
have set up partnerships, including with SMEs selling milk powder and other dairy products

in the country. Domestic supply, however, is not always sufficient. In Senegal, over 55% of

milk and dairy products were imported in 2013 (51). Since 2014, Danone’s milk powder has
contributed up to 50% of Senegalese milk imports, in order to meet increasing demand (52).

Since the processing stage, as defined for this paper, is characterised by a broad range

of activities and actors, and as processing depends highly on the commodity and local
circumstances, it is difficult to make a general conclusion on the involvement of SMEs. For
some food groups, processing does not play a major role; fruits and vegetables, for example,
are often unprocessed or home processed. For meat and other ASF, the type of processor
varies widely: while higher-value dairy products are often processed through large enterprises,
meat is still mostly processed at home or through SMEs. For cereals, SME involvement
depends strongly on the crop and local context.

TYPES AND AMOUNTS OF FOOD SOLD THROUGH SMES

SMES AT THE RETAIL STAGE

The retail stage entails foods being sold to consumers. The main actors here are markets,
supermarkets, small shops and stores, individual food vendors, and restaurant owners. The
characteristics of food retail outlets, including their location, prices, and promotions, influence
consumers’ food choices, consumption patterns, and, through this, their nutrition and health
(3,53,54). Retail SMEs include traditional food outlets, which mainly operate informally and
include local markets, ‘mom and pop’ stores, roadside vendors, and hawkers, as well as small
shops and groceries (typically classified as types of ‘traditional retail’) (Figures 8, 9). The large
enterprises at this stage are all types of ‘'modern retail’ and encompass restaurants (including
fast food), and modern supermarkets or hypermarkets, most of which are chain stores
(8,50,55,56) (see Box 2 for further details on the differentiation of retail outlets). Although
traditional food outlets often operate within the informal sector,? retail SMEs are not informal
per se. There are also many small shops and groceries with formal status (i.e. registered
businesses that pay taxes). However, since large retail businesses are always considered to hold
formal status, this paper assumes that informal retailers can all be categorised as SMEs (57).

20 An informal business is characterised by being unregistered, not paying taxes, bargaining prices with costumers, and having
less credibility and/or quality assurance than formal businesses (57). Furthermore, informal markets often are not subject to
effective health and safety regulations (58).
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While traditional outlets are still the most
common food retailers in Africa’s rural
areas and low-income zones, modern
retailers have spread across the continent,
driven by several interconnected forces,
including increasing incomes, urbanisation,
greater female labour force participation,
and lifestyle changes (59). Since 1990, the
so-called ‘supermarket revolution’ (i.e. the
emergence of modern retailers and large
processors in large and small cities) has
spread rapidly, and supermarkets currently
account for 10-20% of the urban African
retail economy (9,60).

Overall, food retail represents about 20%
of the total value of the agri-food value
chain in SSA. Accordingly, the sector and its
functions are very important for consumers’
food security as well as for farmers and
other up-stream actors who provide their
goods to retailers (9).

13



GAIN Working Paper Series n°2

BOX 2. DIFFERENT RETAIL FORMATS

The different types of retail outlets can be characterised by floor space, number of cash
tills, type of service offered (self-service or over the counter), credit facilities, media
promotions, product ranges, and offered package sizes. While traditional outlets tend to
have small floor spaces (typically 10-30 m2), and no or very few (modern) cash tills with
over-the-counter service, they often offer their customers the option buy on credit—
which can be important for low-income consumers. While the offered product and brand
range can be rather limited, the variety of fresh FV sold can be large (61). Furthermore,
package sizes range from very small units to large ones, increasing affordability for low-
income customers. While there are huge differences between types of traditional outlets,
a common concern with informal markets is food safety. Limited infrastructure and
facilities in traditional outlets (e.g. no toilets, proper flooring, or waste regulations) plus
limited awareness and knowledge amongst sellers regarding food safety practices (e.g.
hygiene, proper work clothing, handling of utensils, packaging) increase the risk for food
contamination and hazards (58,62).

The modern sector is associated with changes in store location, shopping atmosphere,

a year-round wide assortment of products, and different brands, products, and package
sizes (55,61). Furthermore, modern outlets often profit from economies of scale, enabling
the production, marketing, and distribution of foods (particularly packaged foods) at low
per-unit prices (8). Overall, the number of supermarkets is growing, and this is affecting
both producers and consumers, with profound implications for food consumption,
nutrition, and health (53,54,60,63,64).

FRUITS AND VEGETABLES

Despite the ongoing supermarket revolution (48) in many African countries, the sale of fresh FV
is still mainly through traditional outlets (54). According to Gomez and Ricketts (8), over 90%

of all FV in Kenya and Zambia are purchased in traditional retail outlets. Wanyama et al. (56)
underline these findings, depicting that among poor households in Nairobi and Kampala up to
100% of FV are purchased through traditional outlets, mainly local markets, hawkers, and kiosks.

ANIMAL-SOURCE FOODS

Like FV, meat and dairy in Africa are mainly sourced through traditional retail outlets. In
Ethiopia, 90% of households (particularly low-income households) buy their beef from local
butchers at daily markets, while only about 14% of households also use supermarkets as a
source (8). For poor urban households in Kampala, all meat purchases were found to be from
traditional outlets, mainly local markets, roadside vendors, and kiosks. Data from low-income
households in Nairobi indicate that about 30% of meat is sold in supermarkets and the rest
through traditional outlets, mainly local markets (56).
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For dairy, the role of modern retailers is a bit stronger. In Ethiopia, the share of dairy sold
through modern retail ranges between 33 and 98%, highly depending on the product. While
butter, yoghurt, and liquid milk are largely marketed through traditional outlets (64-67% of total
sales), cheese, powdered milk, and milk-based infant formula are sold mostly through modern
suppliers (59-98% of total sales) (50). In Kampala and Nairobi, low-income households were
found to purchase most (70-85%) of their milk and dairy products from traditional outlets; 15-
30% was purchased from supermarkets (56).

CEREALS AND LEGUMES

While low-income households in Kampala did not purchase any of their cereals in
supermarkets, supermarkets had a market share of about 20% for cereals among low-income
Nairobi households, with the remaining 80% coming from traditional outlets. In both low-
income neighbourhood sites in Kampala and Nairobi, the largest shares of cereals (35-65%)
were marketed through ‘'mom and pop’ stores. For legumes, nuts, and seeds, about 80% were
bought from traditional outlets in both study sites (56).

Across all product categories, traditional retail is thus the most used market option by far, and
it is particularly important for low-income households. In general, the less processed a food
(e.g. fresh FV), the higher the share of products sold through traditional retail outlets. More
highly processed products, including dairy, fortified cereals, bread, and pasta, are often bought
through modern retailers. Most of these traditional outlets are SMEs (or micro-enterprises),
making their importance in the retail segment undeniable.

THE FLOW OF PRODUCTS ALONG THE FOOD VALUE CHAIN

As demonstrated above, SMEs play a critical role in the production, processing, and marketing
of FFV, meat, dairy, cereals, and legumes in Africa, particularly for low-income consumers.
Building off the above analysis of single segments of the value chain, this section examines the
flow of food products from producers and processers to retailers.

FRUITS AND VEGETABLES

Micro-producers (<2 ha)

Micro-scale producers produce about one third of fresh FV in Africa (7). In the absence of

data for fresh FV showing the flow between the different stages of the food value chain,
assumptions based on beans and cowpeas in eastern Africa are extrapolated. Hence it is
assumed that out of this production, about two-thirds (Figure 10) is used for subsistence
consumption (44): it is consumed in the home, either unprocessed or after home-processing.
The remaining one-third of the FV produced by smallholder farmers is either directly marketed
through traditional retailers or marketed by traditional retailers after home processing or after
being processed by SMEs. Less than 5% of the FV production is processed and/or marketed by
large enterprises, usually through contract farming schemes (9).
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Small and medium-sized producers (2 -20 ha)

Small and medium-sized producers account for most FV production in Africa (about 55%)

(7). Since differentiated data on the amount of FV processing and the role of SMEs in the
processing stage are missing, assumptions are based on general food processing SMEs in
Africa. While it can be assumed that a large share of the FV production would be consumed or
marketed unprocessed, most (about 95%) of the FV that are produced by SMEs (and are being
processed), are processed by SMEs and sold by retail SMEs. Only a small share (less than 5%) is
processed by large processors after being sourced through contract farming (9).

Large producers (>20 ha)

Large producers (>20 ha) contribute about 15% of the total FV in Africa (7). Based on general
business assumptions for large-scale enterprises in Africa, it can be assumed that most of this
produce is processed by large-scale processers and marketed through modern retailers; data
on the share of unprocessed produce produced by large businesses are unavailable. A small
share of FV processed by large processors might be marketed through traditional retailers, but
the exact size of this share is unknown.
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Overall, most FV are produced, processed, and sold at the SME level. While there is substantial
integration between micro/small producers and mid-chain and retail SMEs, the interaction
between micro/small producers and processing SMEs with large processors and modern retail
is still small (9).

ANIMAL-SOURCE FOODS

Micro-producers

Subsistence dairy farmers or livestock farmers in pastoral systems produce about 25-30% of
the total livestock and dairy in Africa (7). Based on observations in Ethiopia, about 70-90% of
dairy produced by micro-producers is either consumed directly in home or home processed
and marketed as fresh milk, with 10-30% of milk produced being sold through informal or
traditional markets, often without any processing (47) (Figure 11).%'

Animal source products

Home
consumption

(no retail)

Production Processing Retail

Pastoralists

Home

processing

Traditional
retailers
Small &
medium
producers SMEs
Large Modern
processors retailers
Large
producers

Figure 11. Flow between production, processing, and retail segments for ASF (mainly dairy) in
Africa. Own illustration based on data by Herrero et al. (7) (Africa/livestock), Euromonitor (50) (Ethiopia/
dairy), Wanyama et al. (56) (Kenya, Uganda/meat, milk), Ndami et al. (47) (Africa/milk), Haggblade et al.
(48) (Kenya/milk), and AGRA (9) (Africa/livestock). lllustration does not include data on fish. Shares do
not account for food waste and losses.

21 Due to a lack of data for livestock and eggs, Figure 11 mainly relies on data for the dairy sector (production data is based on
livestock, dairy, and eggs).
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Small and medium-sized producers

Commercial smallholder dairy farmers and small-to-medium size livestock farmers produce
about 50-55% of all animal-source products in Africa (7). For dairy, about half of this production
is sold unprocessed, directly through informal or traditional markets. The other half is either
processed by SMEs and sold by SMEs within the traditional retail sector or processed by large
processors and sold by modern or traditional retail (48). While the few available examples from
the meat sector in Kenya and Uganda suggest that meat is almost entirely marketed through
traditional markets, milk is increasingly sold through modern retailers (56).

Large producers

Large manufacturers, including foreign multinationals, produce about 15-20% of all meat and
dairy products in Africa (7). Based on universal business assumptions, it can be assumed that
up to 100% of the commercially produced dairy is processed by large processors; most of this
is sold through modern retail, but some is also sold by traditional retailers (48). Some large
enterprises are also vertically integrated across the processing and retailing segments (e.g.
through integrated butcheries in supermarkets (9)).

Overall, the picture for meat and dairy differs slightly from that of the FV sector: processing,
when done, is done by large processors. Micro, small-, and medium-sized processors only
play a minor role, but most meat and dairy products (especially meat) are marketed through
SMEs (i.e. informal and traditional retailers). Some interactions between segments exist in the
dairy sector, with medium-sized producers and processors providing milk to large processors
and retailers, and large processors (including foreign multinationals) selling through traditional
retailers; overall, up to 30% of dairy products are sold through modern retailers (56).

CEREALS AND LEGUMES

Micro-producers (<2 ha)

Similar to for fruits and vegetables, about 30% of cereals and legumes in Africa are produced
by smallholder farmers (i.e. those with less than 2 ha of land) (7). Based on data for selected
African countries,? 20-70% of this production (highly depending on the crop and local
context) is consumed by the producers, either fresh or dried (Figure 12). Furthermore, it

can be assumed that 30-80% of the cereals and legumes produced by micro-producers are
processed, either at home or through SMEs, and then marketed through traditional retailers
(44). Smallholder farmers may also supply to large processors under certain contractual
arrangements, but AGRA estimates that on average the share of production being supplied to
large enterprises is below 5% (9).

Small and medium producers (2 -20 ha)

Over half of the total production of cereals and legumes comes from small and medium
producers with farm sizes between 2-20 ha (7). Based on maize flour production in Tanzania,
it can be assumed that most of this production is processed through SMEs and sold by
traditional retailers (45). However, the SME sector also supplies large processors; for example,
SMEs provide up to 70% of grain for large-scale fortification (according to data from Ethiopia
(2018) (66)), either as raw grain or having already been processed by SMEs. Overall, SMEs

22 Kenya, Rwanda, Ghana, and Nigeria.
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process about 95% of total cereals and legumes, with variation by type and setting (45). As for
other food products, the share for cereals and legumes marketed by traditional retail is very
high, about 80% (56). Retail SMEs are selling unprocessed or home processed cereals and
legumes as well as those processed by large enterprises, but it can be assumed that most of
the products come through the SME channel.

Large producers (>20 ha)

About 10-15% of cereals and legumes in Africa are produced by large producers (landholdings >
20 ha) (7). In general, the value chain remains exclusively within the large-scale sector, with most
crops produced at a large scale being sent to large-scale processors, and finally sold through
modern retailers. However, some large-scale-processed foods are also supplied to traditional
retail outlets. Some large enterprises also use vertical integration to connect the processing

and retailing segments (e.g. through integrated bakeries in supermarkets) (9). Especially for
certain technically complex processing techniques, such as fortification, large processors play an
important role, with shares of up to 100% depending on the food vehicle and local context (41).
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As for animal-source products, the cereal and legume sector has increasing levels of
involvement of large processors and modern retailers. This is largely due to the large volumes of
production in the cereals and legumes sector and the high degree of specialisation that some of
that production requires. However, SMEs still play the largest role throughout the value chain.

CONCLUSION

This paper has sought to provide an overview of the involvement of SMEs in the food supply
chain in Africa. Based on a review of existing data, the paper discussed the involvement of
SMEs along the value chain, including in production, processing, and retail, as well as the
flow between segments across these three stages. The analysis showed that, for all food
groups examined, small and medium-scale producers provide the major part of supply.

Over half of each food group examined is produced by small and medium-sized producers.
At the processing stage, the involvement of SMEs was found to vary widely depending on
the type of food, the country, and relevant regulations. While SMEs play an important role

in the processing of cereals and legumes, their role in the meat and dairy sector is smaller;
for the FV segment, there is very little processing. Overall, higher-value segments (e.g. milk
pasteurisation, milk powder, yoghurt, cheese, and grain fortification) are dominated by bigger
companies, including some SMEs but mainly large enterprises. For all food groups and
particularly for low-income consumers, the traditional sector (i.e. kiosks, street vendors, open
markets, and small shops) plays the most important role in food retail, indicating a large role
for SMEs. While FV are almost exclusively sold through traditional channels, up to one third
of dairy and processed cereal products are sold through modern retailers, often using vertical
integration to connect processing and retailing segments (9).

Overall, the flow of products along food value chains demonstrates that SMEs are very
important at all value chain stages. Their importance is not limited to raw, unprocessed foods
and ingredients but also includes high-value products, like dairy and fortified cereals. In addition
to their importance for production, processing, and retail, SMEs interact considerably with large
enterprises as well as micro producers (i.e. smallholder farmers): 95% of smallholder farmers

sell part of their production to SME processors or wholesalers (9). Hence, SMEs both allow
smallholder farmers to sell their produce and provide large enterprises with the inputs they
need. As modern retailers only represent 10-20% (by value) of the agri-food sector in Africa,
their capacity to integrate micro producers into their supply chains is very limited: less than 5%
of smallholder farmers work under contract farming schemes with such retailers. While SME
retailers are responsible for the remaining 80-90% of the food economy (by value), buying
mainly from small-scale farmers, such arrangements are rarely formalised through contracts (9).
Addressing this could be a potential opportunity to better link rural producers to urban markets.

This paper considered the food supply chain and its various stages broadly, purposefully
choosing this non-targeted approach in orders to provide an overview. However, given the
lack of data on many aspects of each food value chain stage, this overview is by no means
complete. Overall, there is scarce literature on SMEs in Africa; when available, data are often
outdated. This is partly due to a lack of transparent data policies. Prior research has also not
used comparable approaches to analyse the available data. The analysis thus cannot claim
to be representative of any specific supply chain stage or of the whole African continent.
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However, most of the examples shown here are relevant for African supply chains, in general,
and provide a good overview of the importance of food system SMEs in African countries.

While the involvement of SMEs in some stages of the food value chain is still not sufficiently
understood, this paper has indicated that SMEs are playing an active role in African food value
chains and are highly important for production, processing, and retail, particularly for low-
income consumers. This underlines the importance of including SMEs in public- and private-
sector efforts to increase the availability, accessibility, and affordability of nutritious foods. While
SMEs in general are resourceful and dynamic, public infrastructure and policy investments are
needed to help the private sector drive further agricultural transformation, open markets, and
increase private investment in the sector. Roads, for example, can connect farmers to markets,
increasing market supply and incomes and reducing food loss. Further growing the processing
sector can add value to markets; expanding access to financing and putting in place policies
and regulations to support the availability of raw materials can facilitate this. At the retail stage,
policymakers can help increase food safety in informal markets, while supporting informal food
vendors’ livelihoods, through better urban planning and infrastructure as well as food safety
training and informal sector-inclusive regulation. Jointly, an inclusive approach, encompassing
SMEs at all steps in the value chain, can help drive the food system transformation need to
achieve the SDGs and other global goals.
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